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AFFIRMATION

I, Scott D. Kaplan, affirm that, to the best of my knewledge and belief, the accompanying financial statements
and supplemental schedules pertaining to Sagent Advisors Inc. at and for the year ended December 31, 2007
are true and correct. 1 further affirm that neither the Company nor any principal officer or director has any
proprietary interest in any account classified solely as that of a customer.

Scott D. Kapla
Senior Vice President & Chief Financial Officer

ANNE R. LEVENSON
NOTARY PUBLIC, STATE OF NEW YORK
No. Q1LEGQ79522
QUALIFIED IN NEW YORK COUNTY
Subscribed 10 before me this MY COMMISSION EXPIRES AUS. 26, 20 )°

25" day of February, 2008. M W
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Sagent Advisors Inc.

We have audited the accompanying statement of financial condition of Sagent Advisors Inc. (the
“Company”) as of December 31, 2007, that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934. This financial statement is the responsibility of the Company’s
management. Our responsibility is to express an opinion on this financial statement based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statement is free of material misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statement, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the
financial position of Sagent Advisors Inc. at December 31, 2007, in conformity with accounting
principles generally accepted in the United States of America.

Detedtte R Touche wr

February 25, 2008

Member of
Deloitte Touche Tohmatsu



SAGENT ADVISORS INC.

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2007

ASSETS

Cash and cash equivalents

Accounts receivable, net of allowance of $2,409,332

Deferred income taxes

Security deposit

Property and equipment, net accumulated depreciation
and amortization of $795,475

Prepaid and other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES:

Accounts payable and accrued expenses

Deferred revenue

Total liabilities
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:
Common stock, $0.01 par value, 12,000 shares authorized,
7,613 issued and outstanding

Additional paid-in capital (Note 8)
Accumulated deficit (Note 8)

Total stockholders’ equity

Total liabilities and stockholders’ equity

See notes to statement of financial condition

$ 54,512,342
10,538,043
808,000
450,000

221,197
530,906

$ 67,060,488

$ 19,447,388
174,444

19,621,832

76
49,462,223

(2,023,643)

47,438,656

$ 67,060,488



SAGENT ADVISORS INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2007

1. ORGANIZATION

Sagent Advisors Inc. (“Sagent” or the “Company’”), a Delaware corporation, was
incorporated on September 11, 2003. The Company was formed for the primary purpose of
providing investment banking financial advisory services to clients in connection with
mergers, acquisitions and other financial transactions. The Company may also act as an
advisor in connection with corporate restructurings, as a placement agent in private
placements of debt and equity securities, and as an underwriter of public securities. The
Company'’s clients consist of public and private companies in a variety of industries as well
as private equity firms. The Company is a member of the Financial Industry Regulatory
Authority (“FINRA") and has been a registered broker-dealer since May 24, 2004,

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates - The preparation of the Company’s statement of financial condition in
conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the statement of
financial condition and related disclosures. Significant estimates made by management
include the allowance for accounts receivable, accrual for employee incentive
compensation, and other accrued expenses. Actual results could differ from these estimates.

Fair Value of Assets and Liabilities - The carrying value of financial assets and habilities,
including cash and cash equivalents, accounts receivable, prepaid and other assets, and
accounts payable and accrued expenses approximates their fair value because of the short-
term nature of these financial assets and liabilities .

Cash and Cash Equivalents - The Company considers all liquid investments with original
maturities of three months or less from the date of purchase to be cash equivalents. Cash
and cash equivalents consist of cash in banks and money market investments which are
primarily held at one major U.S. financial institution.

Allowance for Doubtful Accounts - The Company performs periodic credit evaluations of
its client’s financial condition. The Company generally does not require collateral and
establishes an allowance for doubtful accounts based upon factors surrounding the credit
risk of clients, historical trends and other information. As of December 31, 2007, an
atlowance of $2,409,332 has been recorded.

Property and Equipment - Property and equipment consist of furniture, equipment,
leasehold improvements, and computer hardware and software which are stated at cost.
Depreciation 1s computed using the straight-line method over the lesser of the estimated
useful life or fives years of the retevant furniture and fixtures and office equipment, and
three years for computer hardware and software. Leasehold improvements are amortized
using the straight-line method over the lesser of the economic useful life of improvement or
the life of the lease. The cost of maintenance and repairs are charged to expenses as
incurred.




The Company applies the provision of American Institute of Certified Public Accountants
Statement of Position 98-1, “Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use,” when costs are incurred in developing software. This statement
requires that certain costs incurred for purchasing or developing software for internal use be
capitalized as internal use software development costs and are included in property and
equipment in the accompanying statement of financial condition. The Company began
amortizing certain capitalized computer software costs in 2005 when the related software
was ready for its intended use.

Revenue Recognition - The Company recognizes revenues that are realized or realizable
and earned, once persuasive evidence of an arrangement exists, delivery has occurred or
services have been rendered, the fee is fixed or determinable and collectability is assessed as
probable. Revenues include fees earned from providing merger and acquisition and other
financial advisory services ("Advisory Fees") and fees earned from the private placement of
securities ("Private Placement Fees"). Advisory Fees include retainers, which are
recognized as earned over the period in which the related services are rendered, as well as
success fees, which are due and recognized pursuant to the terms of each respective
engagement. Private Placement Fees are recorded pursuant to the terms of each respective
engagement and the income is reasonably determinable.

From time to time, the Company may generate other income, including referral fees and
information services fees, pursuant to certain agreements. The Company recognizes referral
and information services fees as other income as services are rendered and collection is
assured.

Pursuant to the terms of specific engagement letters, the Company's clients may reimburse
certain expenses incurred by the Company that are directly related to the execution of
transactions. Expenses are reported net of such client expense reimbursements.

Deferred Revenues - Deferred revenues represent fees received from clients prior to
services being rendered which are recognized on a straight-line basis as earned over the
period in which the related services are rendered.

Income Taxes - The Company accounts for income taxes in accordance with the Statement
of Financial Accounting Standard (“SFAS”) No. 109, “Accounting for Income Taxes.”
Deferred income taxes are recorded by applying enacted statutory tax rates to temporary
differences between the financial statement carrying amounts and the tax bases of existing
assets and liabilities.

Accounting Developments - In July 2006, the Financial Accounting Standards Board
(“FASB”) issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes, an Interpretation of SFAS No. 109” (“FIN No. 48”). FIN No. 48 clarifies the
accounting for uncertainty in income taxes recognized in a company’s financial statements
and prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in an income
tax return. FIN No. 48 also provides guidance in derecognition, classification, interest and
penalties, accounting in interim periods, disclosures and transition. FIN No. 48 is effective
for fiscal years beginning after December 15, 2006.

[n February 2008, the FASB issued FASB Staff Position FIN 48-2, “Effective Date of FIN
No. 48 for Nonpublic Enterprises,” (“FSP FIN No. 48-2") which defers the effective date of
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FIN No. 48 for certain nonpublic enterprises for fiscal years beginning after December 15,
2007. The Company does not believe the adoption of FIN No. 48 will have a material
impact, if any, on its statement of financial condition.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS
No. 157”). SFAS No. 157 defines fair value, establishes a framework for measuring fair
value and expands disclosures about fair value measurements. SFAS No. 157 is effective for
fiscal years after November 15, 2007. The Company does not believe the adoption of SFAS
No. 157 will have a material impact, if any, on its statement of financial condition.

In February 2007, the FASB 1ssued SFAS No. 139, “The Fair Value Option for Financial
Assets and Financial Liabilities” (“SFAS No. 1597). SFAS No. 159 provides a “Fair Value
Option” under which a company may irrevocably elect fair value as the initial and
subsequent measurement attribute for certain financial assets and liabilities. SFAS No.159
will be available on a contract-by-contract basis with changes in fair value recognized in
earnings as those changes occur. SFAS No. 159 is effective for fiscal years after November
15, 2007. The Company does not believe the adoption of SFAS No. 159 will have a
material impact, if any, on its statement of financial condition.

PROPERTY AND EQUIPMENT

As of December 31, 2007, property and equipment consist of the following:

Computer hardware and software $ 668,587
Office equipment 209,411
Internal use software 83,968
Leasehold improvements 29,728
Furniture and fixtures 24,978
1,016,672

Less: accumulated depreciation and amortization 795,475
5221197

ACCOUNTS PAYABLE AND ACCRUED EXPENSES

As of December 31, 2007, accounts payable and accrued expenses consist of the following:

Accrued compensation and benefits $ 14,988,019
Accounts payable and accrued expenses (Note 9) 2,087,139
Income taxes payable 1,307,355
Accounts payable 324,007
Accrued professional fees 268,494
Deferred rent ' 101,429
Other 370,945

$ 19,447,388
NOTE PAYABLE

On October 18, 2006, the Company issued an unsecured promissory note payable (the
“Note” or “Note Payable”) in the amount of $229,656 in connection with the repurchase of
an aggregate 401.745 shares of the Company’s common stock from a shareholder. The
Note carried interest at the per annum Prime Rate most recently publicly announced by

-5-



Citibank, N.A. and interest was payable on June 30 and December 31 of each year
beginning December 31, 2006. On June 29, 2007, the Company repaid the entire principal
on the Note.

STOCKHOLDERS’ EQUITY

Common Stock — On April 26, 2007, the Company amended its certificate of incorporation
to increase the authorized number of shares of common stock by an additional 2,000 shares
of comrnon stock to 12,000 shares of common stock. As of December 31, 2007, there were
3,900 shares of common stock available for future issuance.

Minority Interest, Business Alliance and Services Agreement — On Apnl 26, 2007, (the
“Closing Date”), the Company entered into (i) a Stock Purchase Agreement with, and sold
1,705.443 shares of its common stock to, Daiwa America Corporation (“DAC”) for
$52,000,000, (ii) a Business Alliance with Daiwa Securities SMBC (“DSSMBC”) and
Daiwa Securities America (“DSA” and together with DSSMBC the “Daiwa Parties”) and
(1i1) a Services Agreement with the Daiwa Parties (collectively, the “Transaction™). The
purpose of the Business Alliance with DSSMBC is to increase cross-border investment
banking opportunities for the Company, DSSMBC and its related parties, as well as their
respective clients. In connection with the Services Agreement with DSA, the Company
hired certain individuals on October 1, 2007, who had previously comprised DSA’s New
York based mergers and acquisition team. Costs related to the Transaction from the Closing
Date through December 31, 2007 amounted to $699,956, and have been charged to
additional paid-in capital.

REDEEMABLE PREFERRED STOCK

On November 12, 2003, the Company entered into an agreement with a third party
institutional investor (the “Purchaser™), whereby the Purchaser agreed to purchase a total of
7,500 shares of the Company’s Series A Redeemable Preferred Stock (the “Preferred
Stock™) and warrants to purchase 555 shares of the Company’s common stock (the
“Warrants”) for an aggregate purchase price of $7,500,000 (the “Preferred Transaction”).

On April 26, 2007, simultaneously with the Transaction the Company repurchased from the
Purchaser all of the outstanding Preferred Stock and Warrants, for a total purchase price of
$25,000,000, of which $12,427,319 related to the accreted value of the Preferred Stock,
$9,115,929 related to the carrying value of the Preferred Stock and the remaining
$3,456,752 related to the Warrants.

MANAGEMENT EQUITY PLAN AND SFAS NO. 123R, ”SHARE-BASED
PAYMENT?”

Management Equity Plan — Pursuant to the Company’s Management Equity Plan (the
“MEP” or the “Plan”), which is intended to function as a vehicle to tie key employee’s
incentives to the success or failure of the Company by exposing them to the risks and
rewards of ownership of the Company’s stock, the Company may sell or grant shares of the
Company’s restricted common stock to certain employees. The Company’s MEP is a “book
value plan” as discussed in SFAS No. 123R, “Share-Based Payment,” which is a revision to
SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS No. 123R”) and
consequently, sales and repurchases by the Company in connection with the Plan are at the




formula price of book value per share. The MEP is administered by the Company’s Board
of Directors.

SFAS No. 123R focuses primarily on accounting for transactions in which an entity obtains
employee services in exchange for share-based payments. Under SFAS No. 123R (i) the
cost of employee services received in exchange for a share-based award is generally
measured based on the grant-date fair value of the award and (i) share-based employee
awards that require future service are amortized over the relevant service period or the
employees’ eligible retirement date, whichever is earlier. The MEP was amended at the
time of the Transaction to provide for a reduction in the formula price of book value per
share to be paid by the Company in connection with the Company's right to repurchase
restricted common stock from an employee whose employment is terminated in certain
situations. In any such situations arising prior to April 25, 2011, the purchase price to be
paid by the Company in connection with the exercise by the Company of its repurchase
rights would be the current book value minus $4,546 per share (which was the incremental
book value created in connection with the Transaction).

Shares granted pursuant to the MEP are subject to certain vesting provisions and the
Company recognizes non-cash compensation expense pursuant to SFAS No. 123R over the
vesting period in connection with such grants.

As of December 31, 2007, five employees of the Company held rights to purchase in the
aggregate, up to 486.066 shares of the Company’s restricted stock pursuant to the Plan at the
formula price of book value per share at the time of any such purchases.

RELATED PARTY TRANSACTIONS

Pursuant to the Transaction, the Company and the Datwa Parties collaborate to service
certain clients. In connection with any such collaboration, client billing responsibility is
assigned to either the Company or the Daiwa Parties, which creates either a receivable or
payable for the Company with the Daiwa Parties when client billings arise. Any such
receivables or payables are generally scttled when payment from the respective client is
received. From time to time the Company provides training to employees of the Daiwa
Parties, and the Daiwa Parties reimburse the Company for the costs associated with any
such training. Pursuant to certain secondment agreements between the Company, the Daiwa
Parties and certain Company employees, the Company is reimbursed by the Daiwa Parties
for certain employee benefits and related administrative costs.

Accounts Receivable - Total receivables from the Daiwa Parties at December 31, 2007
related to client billings were $1,265,134 and were paid to the Company during January and
February 2008.

Accounts Payable and Accrued Expenses - Total payables to the Daiwa Parties related to
client billings at December 31, 2007 were $2,087,139.

COMMITMENTS AND CONTINGENCIES

Operating Leases - In December 2003, the Company entered into a non-cancelable
operating lease for its office space commencing on January 9, 2004, which expires on
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January 31, 2009. As of December 31, 2007, the future minimum payments under this
operating lease are as follows:

2008 $ 1,489,410
2009 : 124,118
$ 1,613,528

Included in security deposit on the accompanying statement of financial condition is a
$450,000 security deposit for the office lease. Additionally, the amounts above exclude
variable operating escalation payments which are paid when invoiced,

Litigation - In the normal course of business, the Company may be named as a defendant in
various lawsuits and may be involved in certain investigations and proceedings. Some of
these matters may involve claims of substantial amounts. It is the opinion of management,
after consultation with external counsel, that there are no matters pending against the
Company that could have a material adverse effect on the statement of financial condition of
the Company at December 31, 2007.

INCOME TAXES

The significant components of the Company’s deferred income tax asset at December 31,
2007, are as follows:

Business start-up and organization costs $ 296,000
Deferred rent 62,000
Accrued compensation 433,000
Depreciation 17,000

$ 808,000

The Company records a valuation allowance when it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The ultimate realization of the
deferred tax assets depends on the ability to generate sufficient taxable income of the
appropriate character in the future and in the appropriate taxing jurisdictions. The Company
believes that it is more likely than not that all of the deferred tax asset will be realized
against future taxable income and as such has not recorded a valuation allowance at
December 31, 2007.

CONCENTRATIONS

Major Clients

The Company is subject to concentration of credit risk with respect to its accounts
receivable. The Company had two clients that together account for 87% {66% and 21%,
respectively) of its accounts receivable at December 31, 2007. The Company subsequently
received payment from both clients satisfying in full such accounts receivable by February
2008. :




Cash and Cash Equivalents and Security Deposit Concentrations

The Company maintains cash and cash equivalent balances, including a security deposit,
with commercial banks. From time to time, the Company maintains cash and cash
equivalents balances in excess of federally insured amounts. The Company performs
periodic evaluations of the relative credit standing of this financial institution.

13. NET CAPITAL REQUIREMENT

The Company is subject to the Securities Exchange Commission (“SEC”) Uniform Net
Capital Rule Rule 15¢3-1(a)(1)(ii) (the “Alternative Standard™) which requires that the
Company maintain minimum net capital, as defined, of $250,000 or 2 percent of aggregate
debit items computed in accordance with the formula for Determination of Reserve
Requirements for Brokers and Dealers, whichever is greater. At December 31, 2007, the
Company had net capital of $33,801,550, which was in excess of its statutory requirement
by $33,551,550.

In a letter dated June 26, 2007, FINRA informed the Company that on June 19, 2007 it
approved the Company’s request to calculate its net capital pursuant to the Alternative
Standard. Prior to this time, net capital was calculated pursuant to the Aggregate
Indebtedness method.

The Company does not carry customer accounts and does not otherwise hold funds or
securities for, or owe money or securities to, customers and, accordingly, is exempt from
SEC Rule 15¢3-3.

* ¥ ¥ ¥ k &
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February 25, 2008

Sagent Advisors Inc.
299 Park Avenue, 24™ Floor
New York, New York 10171

In planning and performing our audit of the financial statements of Sagent Adwvisors Inc. (the
“Company”} as of and for the year ended December 31, 2007 (on which we issued our report
dated February 25, 2008), in accordance with auditing standards generally accepted in the United
States of America, we considered the Company’s internal control over financial reporting
(internal control) as a basis for designing our auditing procedures for the purpose of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control. Accordingly, we do not express an opinion on
the effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission {(the “SEC”),
we have made a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding securities. This study included tests of
compliance with such practices and procedures that we considered relevant to the objectives
stated in Rule 17a-5(g), in making the periodic computations of aggregate debit items and net
capital under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of
Rule i5¢3-3. We did not review the practices and procedures followed by the Company in
making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 172-13 or in complying with the requirements for
prompt payment for securities under Section 8 of Federal Reserve Regulation T'of the Board of
Governors of the Federal Reserve System, because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Member of
Deloitte Touche Tohmatsu




Sagent Advisors Inc.
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Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate,

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than
inconsequential will not be prevented or detected by the entity’s internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstaternent of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of interal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934, and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2007, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the Financial Industry Regulatory Authority, and other regulatory agencies that rely on Rule 17a-

5(g) under the Securities Exchange Act of 1934 in their regulation of registered broker-dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

Yours truly,
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